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‘FEDERAL PAYMENTS IN LIEU OF TAXES 





HE DOCTRIN IE that the federal government may not 
be taxed by lesser jurisdictions without its consent has 
become a source of growing discomfiture to state and local 
governments which find themselves squeezed between rising 
costs and inadequate revenues. The federal government is 
the country’s largest landowner; its holdings in towns, and 


‘cities across the continent, on mountains and plains, in 


forests and parks amount to more than « one acre in every 


-five. 


The total. value of federal real estate and improvements 
has’ been estimated at as much as $56 billion... Yet the ~ 
government holdings are almost entirely exempt from pay-. 
ment of local or state property taxes. If they were liable 


to such levies, local and state governments would benefit to 


the tune of several hundred million dollars of revenue a 


year. 


Introduction of a “broad system of -payments in lieu of 
property taxes,” with particular emphasis on commercial 


and industrial properties of :the federal government, was 
-urged in 1955 bythe Commission on Intergovernmental 


Relations, a body created by Congress at President ‘Eisen- 
hower’s request to- survey federal-state relations. ‘Senate 


‘and Housé committees considered several proposals to carry 


out’ the recommendation, but no final action was taken in 
the 84th Congress. The President asked the new Congress, 
in his budget message on Jan. 16, 1957, to approve a limited 
program of federal payments. . 


Federal immunity from state and local taxation, estab- 


Eanes by the Supreme Court in McCulloch v. Maryland 4 


and subsequent decisions, has long been an accepted fact. 


"14 Wheat. 316. (1819). The Court ruled that a tax levied by Maryland on notes 
issued by a branch of the Bank of the United States violated Article VI of the Con- 


- stitution. Chief Justice John Marshall held that ““The states have no power, by taxa- 


tion or otherwise, to retard, impede, burden, or in any manner control, the operations 


of the constitutional laws enacted by Congress to carry into execution the powers 
vested in the general government.” 
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. Until World. War I, no special objection to the doctrine was - 
'* voiced; because federal grants of public lands to states, rail- 
roads, and homesteaders resulted in net additions to the - 
real property tax base. But as the scope of federal respon- 
sibilities and activities began to expand, this trend was re- © 
versed. ‘Federal acquisition of formerly taxable land and 
other property, particularly since World War II, has nar- 
rowed the tax base of many communities. : 


HARDSHIPS FOR LOCAL AREAS IN FEDERAL EXEMPTION 


The impact of federal ownership has been greater, in - 
general, on cities and counties than on states: Property 
taxes, which supplied almost 53 per cent of state tax ‘col- 
‘ lections in 1902, made up only 17 per éent of the total in 

1932 and less than 4 per cent in 1956.2, On the-other hand, 
' property taxes collected by local governments, which rosé 
from 73 per cent of local receipts in 1902 to 77 per cent 





. in 1932, still accounted for 58 per cent of the total in 1956.3 . 


Thus the property tax, although of declining importance, 
remained the largest single source of revenue for. local: © 


. governments. 





Meanwhile, an ‘expanding population and rising prices 
have increased costs of government at all levels. Local 
government expenditures have quadrupled since 1938, 
. doubled since 1948. Cities with populations of over 25,000 
_ spent $3 billion in 1942 and $8.4 billion in 1955. All public 
services—police and fire protection, schools, streets, sani- 
- tation, recreation, etc.—had a part in boosting the outlays. - 


The .full extent to which federal immunity from local 
taxes may have contributed to the fiscal squeeze on state 
and local governments has not been measured with any 
accuracy. -Federal property is located in every state, but 
its extent and value vary widely from:state to state. In the 

case of such federal holdings as post offices, found in all 
' municipalities, the incidence of tax exemption is roughly 
uniform. Other properties, like air bases and government- 
owned defense plants, are located at random and accord- 
ingly have.greater fiscal impact on some contmnepaien than 
on others. 





2 The 1956 average for all states was 3.5 per cent. Only three states derived more 
than 10 per cent of tax collections from property levies: Arizona, 14.8 per cent ; 
Wyoming, 21.7 per cent; Nebraska, 32.5 per cent. 

* Property taxes in fiscal 1955 produced $2.2 billion, or 46 per cent, of the $4.9 
billion collected by county governments; $3 billion, or 38 per cent, of the’ $8 billion 
ao in by cities with populations of over 25, eee 
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In Hoboken, N. J., for example, the federal government - 
-took title to the Hoboken Terminal in 1917 and thereby re- 
moved from local tax rolls some’50 acres of piers with an 
- assessed value of $12 million. Another 21 acres, assessed 
at more than $7 million, was taken by the Navy during 
*. World War II. Municipal authorities estimated that exemp- 
tion of these properties from local taxes cost the city a 
total of $16 million in lost revenue over the ‘period from 
1918 to 1949.4 


Loss of tax revenue from federal property acquisitions _ 

- has been acconipanied: in some instances by the imposition 
of additional burdens on local services. Land acquired in 
Pierce County, Ore.; for Fort Lewis, McChord Air Force 
Base, and two naval installations resulted in a tax loss of . 
approximately $59,000 in 1955.. In the same year, accord- 

ing to county officials, the military activities gave rise to 
-the following added costs: $50,000 for road maintenance, 
. $36,000 for the prosecuting attorney’s office, $83,000 for 
law enforcement, and $31,000 for public health services.® 


INADEQUACY OF PRESENT PAYMENTS IN LIEU OF TAXES 


The doctrine of tax exemption does not deprive Congress 
of power to grant explicit consent to state or local taxation 
of federal properties. However, Congress has always been 
reluctant .to make such exceptions.. Although payment of 


- property taxes is authorized under a score of federal stat-- 


utes, the amounts of property and of taxes involved are - 
relatively small. Total payments of the sort in fiscal 1955 
came to less than $2.9 million.: Most of that sum was paid 
out by two government agencies—$1.3 million by the Fed- 


’ * eral Facilities Corporation; covering taxes on several gov- 


ernment-owned synthetic rubber plants; and $1.1 million 
. by the-Federal Housing Administration, largely for taxes 
* on property acquired arenes foreclosure on F.H.A.-insured 
meeT.. . 


Congress has made more extensive’ use of two other 
methods of contributing to state and local treasuries on - 
_ account of federal property holdings. One of the methods, . 
termed revenue-sharing, dates back to 1803 and the act 
~ admitting Ohio to the Union. Under that statute Ohio re- 





« Memorial by City of Hoboken, N. J., to, U.S. Maritime Commission, Apr. 22, 1949. 


‘Hearings be before Sénate Committee on Government Operations, Apr. 19-20, 1956, 
P- 76. 


ae 








' Editorial Research. Reports ° 


ceived 3 per cent of proceeds from the sale of public lands 
within the state. Similar’ provisions \ were included in later 
state adntission acts. 


. Shared- revenues, outhentead by around 20 seatuben, pro- 
duced more than $52 million in federal payments to state . 
and local governments in fiscal 1955. Three programs ac- 
counted for 96 per cent of the total. States received $22.2 — 
million under the Mineral Lands Leasing Act of 1920, rep- 
- resenting 37.5 per cent of receipts from oil, gas and other - 
leases on federal lands. Another $16.4 million in. federal 
‘payments, under a program started in 1908, constituted 25 
per cent of the receipts from 180 million acres of national 
' forests. The third major revenue-sharing program gave 
18 counties.in Oregon payments of $11.8 million, derived - 
from early railroad land ‘grants, re-vested by the federal 
government in 1916.. : 


Revenue-sharing benefits primarily the .western states. 
One-third of the $18.6 million distributed in 1953 from 
national forest revenues went to Oregon, and another third 
to California and Washington. ° In the case of shared reve- 
nues from mineral lands, Wyoming alone received almost 
42 per cent of $148 million distributed from 1920 to 1953,’ 
while California received 26 per cent and New Mexico 14 ; 
per cent. 


Federal payments to states or their ihtiietens in lieu 
of taxes—the other main source of contributions on account 
of the central government’s: property holdings—amounted _ 
. to'$13.8 million in 1955... More than $9 million of the total 
represented payments on federally-owned housing projects,. ° 
. the majority of which are in the larger cities. The Ten- 

*nessee ‘Valley Authority paid $3.9 million to states and 
counties in lieu of taxes on land and installations acquired 
‘for power purposes.® r 8G 


Additional federal payments in lieu of taxes, not included 
in the above total, are made annually in the special-case of 
the District of Columbia, Nearly one-third of.the land area 
of the District is owned-by the federal governmént. Muni- 
cipally-owned land and the property of diplomatic ' missions, © 
.churches, educational institutions and .the like raise - ‘the 


"in ‘addition, municipal and cooperative distributors. of T.V.A. power paid iets 
and equivalents amounting to $6.2 million. According to T.V.A., the combined pay- 
ments of $10.1 million “exceeded by $7,087,156 the property taxes formerly paid on 
the portion of reservoir lands allocated to power and on power production and dis- 
tribution’ properties whee they weve in private ownership.” Ibid., p. 438. 


268 





Federal sauna in Lieu. of Tien 


‘total 6f tax-free land in ‘Washington to more, than « oné-half . 
of the city’ S area. 


.Congress several yéars ago’ fixed the authorized annual - 
federal payment. into.the general fund of the District at 
$23 million, but last year it actually appropriated only $20 
million as the federal government’s contribution to a budget 
*.of around $200.million. The -share.of municipal. expendi- 
tures defrayed by the federal government used to be con- | 
siderably: larger. Failure of Congress to maintain pay- 
‘ments in ahy steady ratio to the government’s large hold- 
‘ings of tax-exempt property, -and ‘its failure to appropriate 
even the dmounts authorized, havé made the federal pay- 
i ments an uncertain source of ‘assistance to local taxpayers. 


AID FoR SCHOOLS IN FEDERALLY IMPACTED AREAS 


Federal payments in lieu’ of taxes and as shared revenues 
’ are dwarfed by payments-under a special school aid pro- 
gram approved by Congress in.1950. The program pro- 
vided for grants to communities whose school facilities 
were ‘strained by the impact of new federal activities, 
chiefly those related to the defense build-up following onset 
of the Korean War. ‘Payments through last June 30 totaled . 
$917 million—$567 million for school construction and $350 
million for maintenance and operation. Expenditures for 
‘the current fiscal year are estimated at $160 million. Cali- 
fornia has been the leading beneficiary, but every state has 
received some assistance.’ 


The adequacy of. the school: program nevertheless has’ 
.been challenged by certain local officials. In San Francisco, 
for example, the cost of educating children of Army per- 
-sonnel living or working at the Presidio has been esti- 
. - mated at $444,000 a year. Federal payments of $89,000, 

- coupled’ with state grants of $142,000, left the city with 
net costs of $213,000 to-be “paid out’ of the local tax rate.” ® 


All told, payments to state and local governments on 

‘ account: of. federal property holdings, although more or less 
satisfactory to the recipient communities, do- not go far to 
‘meet the broad national impact of federal tax exemption. 
A report by the Study Committee on Payments in Lieu of 
Taxes and Shared Revenues, prepared two years ago for . 
* the , 25-member Commission on Intergovernmental Rela- . 


7 See’ forthcoming laiedimininih Quarterly Weekly Report, Apr. 12, 1957. 


* Hearirigs before Senate Committee on Government Operations, Apr. 19-20, 1956, 
p. 375. s e a 
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tions, pointed out that ‘Piecemeal development of heter- 
egeneous provisions lacking a common ‘principle has been 
- widely criticized as imposing unequal burdens‘on. different 
local governments.” ; ‘ ‘ 


SUPPORT FOR INCREASED FEDERAL COMPENSATORY AID - 


Problems associated- with federal ‘immunity from state 
and local taxes have been the subject of numerous studies 
.by Congress‘and the-.Execitive Branch ‘over the past 20 
years. -A House committee noted in 1944 that “The trend 





.in the direction of [federal] .government ownership of prop- °°’ 
erty constitutes a major: threat to the solvency of local. .- - 


gov ernment.” ‘Three years later a Senate committee found 
“dire need for immediate legislation to relieve local govern- t 
ments from an excessive and inequitable tax burden.” 


The most recent and comprehensive study of the uebelast 
was that.sponsored in 1955 by ‘the Commission on Inter- 
_governmental Relations. The Commission, then under the 
chairmanship of: Meyer Kestnbaum, asserted that a system- 
atic program of payments in lieu of ‘taxes was essential “to_ 
help preserve financially healthy local governments.” It 
added that “Equity as between federa! and local taxpayers 
— the national government to make appropriate pay- 
ments ... based largely on the property. tax system, which 
is the main source of local revenue.’ 1 


A. wide variety of legislative remedies was considered 7 
the Senate Government Operations and House Interior com- . 
_ mittees in 1955 and 1956. A limited measure, covering loss 


- of revenue incident to transfer of tax-paying properties of . 


the Reconstruction Finance Corporation to other federal 
’ agencies, was enacted in 1955,° but no agreement could be 


reached on any across- the-board paren of federal pay- 
“ments. 


Advecsins of iititeeaimiins for tax losses attributable to 
federal ownership of property are led by the National 
' Association of County Officials, representing the country’s 
*8,000 counties, and the American Municipal Association, 
- spokesman for 12,000 city governments.’ The latter organ- 
ization resolved'on Nov. 28, 1956, to urge its members “to. 
take vigorous action in support of in-lieu legislation by 
direct contact with their representativés in Congress.” 


*The act provided for -payments in lieu of taxes on such transferred properties 


(chiefly defense plants). from Jan. 1, 1955, to Jan. a. 1959. About 60 communities | 
were anates. ; 
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-THE TRUE WORTH of federal realty and personalty is 
not, known. Recent inventories of .federal property ‘are 
based on recorded or estimated costs of acquisition, which 
may understate or overstate true value by a considerable 
margin. San -Francisco’s Presidia, for example, has an- 
estimated current land value of $41 million ‘but is. carried 
: on the books.at $1. In the case of, buildings and equip-. 


- ment, acquisition cost makes ho. allowance for depreciation 


or for increased costs of: replacement. Because of such 
factors, the figures cited below can be treated as only ap- 
proximate and should not. be equated with the assessed or 
market value of the property if in private hands. 


The ‘House Government Operations Committee:has esti- 
mated that federal property of all kinds had an aggregate - 
valué of $236 billion on.June 30, 1956.!° Personalty, cover- 
ing everything from wastebaskets to battleships, was car- 


ts ried at $180 billion, while real estate—land, buildings, and 


other fixed improvements—added up to $56 billion. 


Defense Department property alone amounted to $134. 
- billion, a sum which covered 3.4 million different items. 
‘The major items included 28,600 Air Force planes, $17.8 

’ billion; 13,000 Navy planes, $5 billion; 2,758 ships, $19.8 

billion; Army weapons and vehicles, $4.8 billion; production 

equipment, $5.3 billion; supply system inventories, $51 

’ billion; and real property, $22.9 billion. Personal property 

of other federal departments and agencies amounted to $68 

billion. The total included such items as $18.8 billion in- 
loans receivable; $10.6 billion in machinery and equipment; 
$7.4 billion in cash; and $6.1 billion in commodities for sale 

(chiefly crop surpluses) .. 


A part of the difficulty in any attempt to relate federal ; 
holdings to the property tax is due to the peculiar nature 
of much of the government’s property. Bombers and sub- 
marines are not. ordinarily owned by private citizens, and. 
‘there is all but complete agreement that such “hardware” 
should be excluded from consideration of payments to local 
‘governments in lieu of taxes. As for more conventional 
types of personalty, one school holds that they also should 


% Supplementary Real and Personal ‘Property Inventory Report, Dec. 28, 1956. 
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be excluded but anetiner ‘contends that manufacturing 
equipment and similar items should be- includéd in‘a tax- 
‘equivalent base. 


FEDERAL GOVERNMENT'S EXTENSIVE LAND HALDINGS. 


Much of the. controversy oyer federal fax exemption de- 
rives from the great extent of the central government’s land . 
holding’. - A series of international agreéments and treaties’: 
gave’ the United States title to 1,442 million acres of land. . 
‘This was the original public-domain, covering three-fourths 
of the 1,904 million ‘acres in continental United States. - By 
1912, when Arizona became the 48th state, the public domain. 
‘was down.to about 600 million acres. It now comprises 
360 million acres." , 





The federal government owns an additional 49 million. 8 


acres acquired by purchase, condemnation, or gift. ' About 

one-fifth of that total is made up of submarginal larids pur- 

chased in the Great Plains and Dust Bow] areas during fhe. 

1930s as a conservation measure. Other tracts Were ac- 

‘quired for reclamation projects ;- to extend national parks 

and forests; and to meet military needs for air bases, train- 
ing camps, and other installations. 


Land values in the federal government's total holdings. 
of 409 million acres vary widely. ‘ The -49 million acres of 
acquired land cost $2.4 billion. Since the 10 million acres 


of submargin: il land cost only about $25 million, it is evi-. . 


dent that some of the acquired acreage is much more valu- 
able. No cost figure exists for the 360 million acres of 
‘public domain. However, public domain realty,’ including 
underlying mineral resources, was valued at $14.2 billion 
in last year’s ‘report of the House.Government Operations 
Committee. That figure included $6.5 billion for 140 mil- 
-lion acres administered by the Department of Agriculture; 

2.2 billion for 201 million acres under the Interior Depart- 
‘ment; and $4.7 billion for. mineral resources. . 


Almost 90 per cent of all federally -owned land is situated 
in .11 western ‘states, and comprises nearly one-half of the - 
combined area of those states. The portion of land owned: 
by the federal government ranges from 29.7 per cent in 
the State of Washington to 87.5 per cent in Nevada. In 
each of. 24 other states, by contrast, federal land holdings. 


-"Inventory Report on Real Property, prepared by General Sérvices Administration 
“ for Senate Appropriations Committee, Feb. 11, 1957. An additional 364 million acres 
in Alatka is in the public domain. ? 
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amount to less than 5 per cent.. At the low end is Connec- 
ticut, where the ‘United: States holds title to 5,625° acres 
or only one-fifth of one per cent of the state’s-3.1 million 
acres, : 


The great bulk of the 409 million acres of federal land is 
used for grazing (182 miillion acres) and forestry (172 
million acres) ; both activities producé revenues which are 


shared with the states. But the so-called public lands— % 


thosé included in the original ‘public domain—have’ never 
been taxed,. and local- governments have never depended 
on tax revenue from them. Even so, there are strong local 
objections to the’practice of withdrawing public lands for 
military or other purposes, because the acreage withdrawn 
is one step further removed from private ownership.” 


Unlike the public lands, those acquired by the federal gov- 
ernment largely’ by purchase were formerly taxable. In 
California, for example, the National Association of County 


-. Officials reports that between 1939 and 1952 the United’. 


States acquired 2.1 million acres with an estimated assessed 
valuation of $73 million. Improv ements on the land were 
assessed at another $245 million. The annual‘loss of prop- 
erty. tax revenue was estimated, at .$17° million. 


’ GROWTH OF COMMERCIAL AND INDUSTRIAL HOLDINGS 


Arsenals, shipyards; and other types of industrial prop- 
erties have long been owned by the federal government. 
But the extent of manufacturing facilities has grown pro- 
digiously since 1939, when defense needs began to expand. 
Although less than three million acres of federal land are 
used predominantly: for industrial purposes, according to 
the General Services Administration inventory, they con- 
tain buildings and other. structures costing $3.7 billion: 
Many more billions. went into. equipment and inventories 
housed in these installations. 


The atomic energy program is the federal government’s 
jJargest industrial undertaking. The Atomic Energy Com- 
mission holds 1.9 million acres of land, all of which is class- 
ified-as:- industrial. A.E.C:, has invested $2.9 billiqn in build- 
_. ings and other structures, 8 billion in equipment, and $1. 3 . 


- The House Interior Committee reported a bill, Mar. 21, to require the Department 
of Defense (which controls 15 million acres of-public domain) to get approval of 
Congress for withdrawals of more than 5,000 acres. Any amount may now be _with- 
drawn with approval of the President and the Interior Department. 
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billion in inventories. The Commission: is ‘authorized by 
‘law to make payments in lieu of taxes to local governments 
where its activities have resulted in proved financial hard- - 
ship. The only gage made, however, is an annual: 
_ remittance of $13,225 to Du’ Page County, Ill., sah of the - 
Argonne National eee 


._ ‘More than. 90 percent of the land held’ by A. E. C. is rural, 
. and 1.2 million of the total 1.9 million’ acres belonged to 
the public domain and was never subject to taxation. The 
Commission pays the operating costs of the towns created 
’ by its three principal installations—Oak Ridge, Tenn., Han- 
‘ford, Wash., and Los Alamos, N. M. It therefore may’ be 
questioned whether federal ownership of atomic energy 
facilities has deprived local governments of revenues which 
_ they would otherwise have received, or has added in any 
great measure to their public service burdens.’ 


_. It is another matter in the case of the Defense Depart- - 
ment’s industrial holdings, for a large portion of those. - 
properties was privately owned at one time and therefore 
taxable. Industrial-type buildings owned or controlled by 
‘the Defensé Department in the United States cost’ $1.6 
billion, while production equipment belonging.to the mili- 





tary services is valued at $5.3 billion. In many cases, air- - ~ 


craft and other defense production plants owned by the 
federal government are leased to private companies and 
operated to all intents and purposes . like other taxable 
industrial properties. 


Tax exemption of hihestated property may have surprising 
‘results. A privately-owned aircraft engine plant in Strat- 
ford; Conn., for example, was. acquired by the Air Force 
and-taken off the town’s tax rolls. Its appraised value of 
$83 million exceeds that of all other property in the town 
. by $15 million. The plant employs 4;800 persons, three- 


fourths of whom live elsewhere. Municipal costs have been’ * oo 


increased while the tax base has been cut. Yet the Air. 
_ Force is not. authorized to make re to the town in 
lieu of taxes. 


“The 1955 law authorizing payments in: lieu of taxes’ on .* 
R.F.C. properties transferred to other agencies provided 
temporary relief to some communities, Adrian, Mich., a 


“ The situation may be different if A.E.C. ever goes into the nuclear power business 
on a commercial seale. See “Atomic Power Race,” E.R.R., Vol. I 1957, pp- 145-161. 
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- city of 18,000, lost $88,000.or 9 per cent of its tax revenue 


when a tax-paying aluminum plant. built by the government: — 


. during World War II’ was transferred to the Air Force in 
- 1952. A similar transfer of title to an ordnance plant in 
1950 cost Burlington, N. J., $77,000 a year. However, the 
1955 ‘law permitted resumption of tax payments to thove 
communities until 1959. Sis 


PUBLIC BUILDINGS AND THE’ Lasen-Pokcuass _PROGRAM 


Tax-exempt buildings owned by federal civilian- -agencies, 
excluding A. E.C., represent an investment of $3.3 billion. 
‘Major items include government office buildings operated 
by the General Services Administration ($680 million), post 
offices. ($374 million), and Veterans .Administration hos- 
_pitals ($673 million). The land on which these buildings 
stand, particularly when situated in choice urban areas, 
also constitutes a significant item. For example, the 2,600 
acres acquired as sites for G.S.A.-operated office buildings 
cost the government $142 million, or more than $50,000 
an acre. Post Office Department sites have cost closer to 
$60,000 an acre. ; 


. ‘A law enacted in 1954 allows G.S.A. and the-Post Office 
‘Department to acquire title to buildings, constructed - for 
them by private builders, through rent-like payments over 
periods of 10 to 25 years. Under this so-called lease- 
purchase plan, property taxes are payable during the life 
of the lease but will cease when title passes to the gov- 
ernment. The law was opposed, before passage, by the 
American Municipal Association on the ground that it 
would make it easier for the federal government to remove 
‘ property from local tax rolls.. An amendment authorizing 
payments in lieu of taxes after transfer of title to the 
government, offered by Sen. Hubert H. Humphrey (D- | 
Minn.), was rejected. ws 


Only one building—a $2 million post office at Rock 
Island, Ill.—is being’ constructed under a lease-purchase . 
‘agreement. Plans to build $700 million worth of federal. . 
‘Office buildings by the lease-purchase device were post- 
poned indefinitely on Feb. 13, 1957. G.S.A. Administrator 
_ Franklin G. Floete said, Feb. 19, that the program had . 
failed “primarily due to the increased demand for money 
and the resulting higher interest rates.” . Congressional . 
sources indicated that if lease-purchase construction re- 
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mains at a standstill, direct appropriations of $500 million 

for public buildings will be voted next year. | In that case, 

_ there ‘will not even be temporary collection of property 
taxes on new federal aa. 





; Ways to Assess Payments in Lieu of Taxes . - 





SEARCH for a realist ic system of compensating local: gov- 
ernments in lieu of taxes on federal property involves a 
balancing of equities between- federal and local taxpayers, °° 
so far as the two can be distinguished. At one extreme, 
‘ lack of any federal contribution may impose heavy addi- 
tional burdens on some local taxpayers. Conversely, a 
system of tax equivalent: payments on all federal property 
might enrich certain local governments at tremendous cost 
to taxpayers in: general. al de 


The Stiidy Committee of the Commission on- Intergov-. 
ernniental Relations re ported that it had “searched in vain’ 
for a universal principle or set of principles” capable of 
resolving. the issue. The -commitfee then laid down, as 
“the best guides to a reasonable and fair solution of. the 
problem,” a series of ten “considerations,” the first five of 
which follow: 


1. The diverse characteristics and contrasting uses of federal 
properties and their varying burdens on local governments preclude 
a uniform rule for determining the extent to which federal prop- 
erty should contribute to the support of local government. . 

2. The principal basis for distinguishing between fedéral prop- 
erties which ‘should contribute to the. costs of local government 
and those which should not is the use made of the property. | 


8. It is generally fair that the costs of local government allocable 
under the property. tax system to an item of federally owned 
property should be, borne by the federal taxpayer if the property 
serves primarily a national or broad regional purpose, and con- 
versely by the local taxpayer if the property serves primarily a 
‘local purpose. ‘ 
4. Federal properties devoted to purposes . which are of a type 
- customarily the subject of private activity or concern should pay 
their fair share of local government costs without reference to 
whether:they serve a national, regional, or local purpose. 
5. Practical considerations suggest that. property long in fed- 
eral ownership and immune from payment should not now be 


required to contribute to the costs of local government. Some ° 
general cut-off date is appropriate. 
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In keeping with ‘these propositions, the committee. rec- 


ommended against federal payments on post offices, court- 


houses, airports, and, other properties of -local benefit; on 
office huildings, prisons, hospitals, and military installa-- 
* tions not engaged in commercial .or industrial activities; 
or on stockpiles of strategic materials or agricultural com- 
modities. The committee favored exemption also ‘of: all’ 
“personal property which is not incidental to industrial 
or commercial activities,” a category’ covering most of the 
. $180 billion worth of personalty owned by the federal 
gov ernment.: Finally, the committee recommerided exemp- 
tion of all federal property acquired before. Sept. 8, 1939, 
unless payments in lieu of. taxes on such property: ‘had | 
already been. authorized. 


The committee, in effect, excluded the great bulk of 
.federal property. The chief category of holdings which it 
* felt, should be subject to payments in lieu of taxes was’ 

‘“commercial and industrial properties, including properties 
“employed by private contractors or subcontractors in the 

performance of contracts with the federal government, title. 
to which has passed to the federal government pursuant . 
to any partial or advance payment contract clause.”. The 
Commission on Intergovernmental Relations itself endorsed 
the latter recommendation. 


PLANS TO REDUCE PAYMENTS BY VALUE OF BENEFITS ; 

The criteria proposed by the Study Committee were 
incorporated in Senate bills introduced in 1955 by Sens. 
Humphrey, Prescott Bush (R-Conn.), and. William F. 
Knowland (R-Cal.). All three measures provided that 
payments in lieu of taxes, where authorized, should take 
into account both the added costs to local governments 

occasioned, by the presence of federal property and the 
- value of services provided by the federal government. The 
‘Humphrey bill provided, in addition, that. weight should 
be given to local taxes paid by persons living or employed 
on federal property and to other local or state taxes accru- 
ing from activities on federal . property. 


The last-named provision, in particular, was desianed to - 
exact full credit for any benefits conferred on local gov- 
ernments by federal installations. Many communities 
actively seek proposed air bases, defense plants, and.other 
federal facilities in the belief that the accompanying pay- 
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rolls ahd other expenditures will more than. comperisate 
for loss of property tax revenues.’ . But some local gov- 
.ernment officials deprecate what may be called the “cham- 
ber-of-commerce” approach. Mayor Claude E. Porter -of 
Adrian, Mich., told the Senate Government’ Operations 
Committee last year’that “While it is deemed very bene- 
ficial’ to have prosperity. in any area, [property] taxes do 
“not increase ‘or decrease with payrolls.” Bi on take. 


Another source of controversy about payments in lieu * 
of taxes involves the question of a cut-off date. ° The Study 
Committee contended that equity did not require payments 
on properties “whose non-contributory status has -become 
integrated into the economic and fiscal life of the commu- 
nity.” The committee recommended 1939 as‘a cut-off date 
because that year was the “starting time of the enor-. 
mous expansion of federal property ownership.”. Marion 
B. Folsom, a member of the committee, dissented.’ Folsom - 
proposed July 1, 1950, because “If federal payments were - 
now initiated on properties acquired as long ago as 1939, © 
they would in large part accrue to property owners who 
are not entitled to them.” The National Association of 
County Officials, on the other hand, thinks that any cut-off 
date would be “unrealistic and arbitrary,” -and that pay- 
ments should be made regardless of the time of acquisition. 


* FEDERAL vs. LocAL POWER TO DETERMINE PAYMENTS 


The Study Committee asserted that power to fix amounts 
to be paid in lieu of taxes should be vested in local officials, 
and that “Like the private taxpayer, the federal govern- 
ment could protest or appeal the assessment or tax rate 
to local and state administrative and judicial bodies.” In 
this manner, the committee said, each federal agency in 
- budget requests to Congress would be under “a continuing 
duty to justify its holdings and under a continuous pres-° 
sure to keep them to a minimum.” : 


This approach, not surprisingly, is opposed by federal 
officials. They contend that payments should be deter- 
mined by a. federal agency, subject to federal administra- 
tive but not judicial review. Deputy Attorney General. 

“Former Rep. Ruth Thompson (R-Mich.) said Jan. 18, 1956, that she had eae” 


offered a $1,000 campaign contribution “bribe” to get the Air Force to build-a jet 
fighter base at Cadillac, Mich 


” Folsom, then Under Secretary of the Treasury, ie now Secretary of Health, Edu- 
cation and Welfare. ° 
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William P. Rogers wrote the Senate Government Operations 
Committee, Apr. 20; 1956: “Resort to state administrative 
bodies, and state or federal courts, would result in a con- 
' siderable increase in litigation. . ... Additionally, in view .. 
of the variety, of property taxes within a single state, the 
variations upon them in ‘the smaller political subdivisions, 

and the changing nature of both, the opportunity for dis- 


agreements resulting in litigation would be increased many, 
‘ times.” 


Veterans Administrator H. V. Higley had contended, in 
-a similar letter. on Apr. 17, that administration of any 
broad system. of payments in lieu of taxes ought to ‘be -. 
‘ centralized in one federal agency. Undér the Humphrey 
bill, he said, each agency “might be required to maintain 
personnel familiar with the constitution and laws of each 


“. state and of:each local government in which that agency 


-has property, in order to verify the claims presented by 
such governments for administrative pay ments, taxes and 
assessments.” 


The Atomic Energy Commission suggested that the 
“budget justification” approach recommended by the Study 
Committee might raise a financial problem. A.E.C. Com- 
‘ missioner W. F. Libby explained, in a communication to 
the Senate committee on Apr. 18, that Congress might 
“leave the owning agencies to find the necessary funds for 
taxes out of the moneys appropriated for the performance 
of necessary functions [which would] lead to a diminution 
of expected services.’ 


ESTIMATED Cost OF PAYMENTS UNDER SENATE BILLS 


Estimated costs to the federal government of property 
tax or tax-equivalent payments vary according to the 
amounts of property included or excluded from considera- 
tion. The estimates, moreover, are highly conjectural, be- . 
cause they are based on the cost rather than actual valué 
of government property, multiplied by an average tax rate. . 
_ Both the ratio of assessed value to market value and the 
tax rate vary from one tax jurisdiction to another. 


Payments that would be due from the Defense Depart- 
- ment under the Knowland and Bush bills, whose provisions. . 
. follow closely the Study Committee’s recommendations; 
have been estimated at $327 million a year. The Depart- 
ment’s costs under the more inclusive Humphrey bil! are 
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_placed at $491 million a year. Another bill, confined to 
payments on defense ‘production facilities acquired’ since 
1950, would entail annual outlays of $275-million,. accord- 
_ing to Defense Department estimates. The Bureau of the 
Budget estimated that a similar earlier bill would involve 
payments of $115 million to $127 million. in fiscal 1954. 


Partly because of the cost factor, the-Eisenhower admin- 
istration withheld support from the bills offered: in ‘the 
Senate. Robert EK. Merriam, assistant to the Director of the 


Budget, told the Senate Govérnment Operations: Committee 


on Apr. 19, 1956: 


In dealing with this problem, we have been mindful also of the 
President’s concern that the .extent of any continuing commitment 


for federal outlays be defined in advance, and that any necessary - 
commitment be held within reasonable financial bounds. ... We 


must avoid covering into the budget those costs for which there i: 
no special or preferential claim upon the national government. 
In fact, it has been observed that if the properties: of ‘the national 
government were uniformly distributed among local taxing juris- 
dictions, there would be no compelling need to consider making 
payments in lieu of taxes.!6 ; 


Whether equity demands payments of $100 million, $500 - 


million, or more is a matter of indiyidual opinion. The 
federal government already is distributing more than $4 
billion a year in grants-in-aid to state and local: govern- 


ments, but such grants bear no relationship to federal prop- 


erty holdings. The huge volume of grant aid nevertheless 
serves to dampen -congressional enthusiasm for a major 
program of payments in lieu of taxes. 


ADMINISTRATION'S PROPOSED FIVE-YEAR EXPERIMENT 


Merriam informed the Senate committee that the admin- 
istration would support a limited program along lines which 
he outlined. As later incorporated in a bill which reached 
the Senate floor on the last day of the 1956 session, the 
program called for “contributions to local governments” in 
lieu of payment of special assessments on real property in 
urban and suburban areas; for contributions in lieu of 


taxes on the federal interest in real property leased or sold- 


under conditional ‘sales contracts to taxable persons; and 


for payments in lieu of taxes on real property acquired’ ° 


“In Canada, according to the Study Committee, “All national property (with cer- 
tain exclusions) exceeding in value 4 per cent of the total property valuation in any 
municipality is subject to a payment-in-lieu at the discretion of the National Minister 
of Finance not to exceed roughly three-fourths of what the local tax on the properties 
would be.” F . 
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by the government for industrial or commercial purposes 
‘after June 30, 1950, “where the acquisition or use by the 
federal governme nt imposes financial hardship on the local 
gove rnment.’ 


A Federal Board for Payments to ‘Local Gove rnments, to 
be named by the President, was to be given sole authority 
to determine the amounts. to be contributed. In the case. 
of‘ payments on- industrial properties, the amounts were 
to equal the sum of the nominal and specific tax liabilities 
decreased by tthe value of any governmental services fur- 
. nished by the federal agency concerned and by any sum 
‘*“required to assure equitable treatment of federal prop- 
erty.”’'’ Payments were to be limited to a period of-five 
years-running from. 1958 through 1962 


Sen. Humphrey told the Senate on July 27 that this 

measure, although of -extremely limited application, was 
‘the best that could be enacted. He said- it- represented 
“the firm conviction of the Committee on Government 
_ Operations that no comprehensive program is possible and 
that the only feasible approach ... . is by means of a limited 
program of payments in lieu of, taxes, coupled with a . 

vase by case consideration by an administrative board of . 
_the relative merits of individual cases.” .He estimated that 
the program would cost betw een $12 million and $22 million 
a year during the - five-year. period. 





. Three committee me —Sens.’ Karl E. Mundt (R- 
5S.D.), Joseph R. McCarthy (R-Wis.) and Thomas E. Martin 
*(R-Ilowa)—warned in a minority report that the payments 
authorized might amount to “several hundreds of millions 
of dollars over the next five years.” Enactment‘of the 
bill, they said; would “establish a precedent for new federal 
payments to communities from which it would be difficult 
if not impossible to retreat.”” The senators added: 

It is our position that if this bill is designed to remove inequities, 
this limitation on coverage and date of federal acquisition is com 
pletely unacceptable. Not only does it discriminate, without justi- 
fication, against communities in which other types of federal tax- 
exempt holdings are located,’ but it sets a completely arbitrary 
date limitation. . ; : : 


It is not ¢lear from the. minority -réport, or from ‘the 


*' The latter. provision was designed to cover cases in which state and docal govern- 


ments offer tax exemption to attraét. private industry. See “New Sites for Industry,” 
E.R.R., Vol: Il 1956, pp. 889-904. 
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debate before the bill was laid aside, whether Sen. Mundt 
and his colleagues considered the measure’s inadequacy 
or its potential cost to be its chief drawback.. Mundt hinted 
at the former, when he described the bill as one providing 

‘cash subsidies for the cities and continuous studies for 
the rural areas and public land states.” 


PROSPECT OF WORSE Squaxze For, LOCAL GOVERNMENTS 


Sen. ‘Humphrey reintroduced the measure on Jan. 29, 
1957. Twelve other senators, including Minority Leader 
Knowland, were co-sponsors. An identical measure was 
offered in the House by Rep. Glenard P. Lipscomb (R-Cal.). 
Hearings, although not yet sc heduled, are expected during 
the session. 


Whether Congress accepts a program of payments in lieu 
_of taxes, however limited, or again defers action, the . 
impact of federal tax exemption. on local government 
finances is likely to grow heavier rather than lighter. During 
fiscal 1956 the area of federally-owned land in the United 
States increased by 1.6 million acres, while the value of 
federal real property, in terms of cos%, rose by $1.8 billion. 
Further expansion of federal holdings appears to be in 
prospect. 


At the same time, a rise in state and local government 
costs may be anticipated: The President’s special assistant - 
for public works, Maj. Gen. J.-S. Bragdon (ret.), told the 
American Municipal Association last Nov. 26 that states 
and cities ought to spend $200 billion to-bring public facili- 
ties up to date. He said the rate 6f public works ¢éon- 
struction-—on highways, schools, water and sewage disposal 
plants—should be more than doubled in the next ten years. 


If local governments follow such counsel, they undoubt- 
edly will be forced to develop new sources of revenue. But ° 
the property tax, with all its shortcomings and its unrespon- 
-siveness to changing economic values, is certain to remain 
their principal source of tax revenue for some years to 
‘come. Where federal acquisitions of property serve fur- 
ther to narrow the tax base, the demand for relief is bound 
to sharpe n. 








